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Research agenda
Understand how economics and

psychology jointly influence important
economic outcomes

• Retirement saving, investing, and decumulation

• Credit card utilization

• Mortgage refinancing

• Exercise



Methodological approaches
– Large-scale database analysis

• 401(k) database with individual-level employee
information on over 100 companies

• Collectively several million individuals observed
repeatedly over time

• Complete trading activity over multi-year time span
for several of these firms

– Laboratory and field experiments

• Collaborate with companies to design and evaluate
savings interventions

– Theory/modeling

– Neural imaging



Some results of our past research
– Behavioral interventions that increase 401(k) enrollment

• Automatic enrollment (Pension Protection Act)
• Active decisions
• Simplification

– Behavioral interventions that increase savings
• Match thresholds
• Easy escalation

– Behavioral determinants of asset allocation
• Return chasing
• Defaults: automatic enrollment, match in employer

stock
• Endorsement effects



Current Proposal

• Motivation
• Basic Idea
• Implementation
• Anticipated results



Motivation

• Financial illiteracy
• Procrastination
• Bad herding
• Good herding



Financial illiteracy

John Hancock Financial Services Defined Contribution
Plan Survey

• 38% of respondents report that they have little or no
financial knowledge

• 40% of respondents believe that a money market fund
contains stocks

• Two-thirds of respondents don’t know that it is possible
to lose money in government bonds

• Respondents on average believe that employer stock is
less risky than a stock mutual fund

• Two-thirds report that they would be better off working
with an investment advisor than managing investments
solo



Financial illiteracy: $100 bills on the sidewalk
Choi, Laibson, Madrian (2004)

• Employer match is an instantaneous, riskless return on
investment

• Particularly appealing if you are over 59½ years old
– Have the most experience, so should be savvy
– Retirement is close, so should be thinking about saving
– Can withdraw money from 401(k) without penalty

• We study seven companies and find that on average, half
of employees over 59½ years old are not fully exploiting
their employer match
– Average loss is 1.6% of salary per year



Procrastination
Choi, Laibson, Madrian, Metrick (2002)

• Survey
– Mailed to random sample of employees at a company
–Matched to administrative data on actual savings
behavior

• Consider a representative population of 100
employees
– 68 report saving too little
– 24 of 68 plan to raise 401(k) contribution in next 2
months

– Only 3 of 24 actually do so in the next 4 months



Distribution of contribution rates
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Bad herding: Participants stay at the AE
defaults for a long time.

Fraction of participants hired during automatic enrollment

at both default contribution rate and asset allocation 

0%

20%

40%

60%

80%

100%

0 6 12 18 24 30 36 42 48

Tenure at company (months)

F
ra

c
ti

o
n

 o
f 

p
a

rt
ic

ip
a

n
ts

Company B Company C Company D



Good herding

• Francis Galton observed that a crowd at a county fair
would have correctly predicted the butchered weight of
an ox if their individual guesses had been averaged.

• The average was closer to the ox's true weight than the
individual estimates made by any of the cattle experts.

• In dozens of experiments, average guesses are
remarkably accurate.

• Today we are running our own experiment…



Basic Idea

• Help employees by giving them objective
data about what other employees are
doing.

• Enable employees to select their
comparison group.

• Report averages to protect anonymity.
• Harness the (occasional) wisdom of

crowds.



Implementation

• Construct a database of employees at a
large company  (5,000+ employees)

• Tabulate database so it can answer
participant queries



Here’s how it would work from the
participant’s perspective.

1. Specify a comparison group.
2. Receive information about the choices

made by that comparison group.



How does a participant specify a comparison group?

Age ______________________
All ages
<25
26-30
31-35
36-40
….

Annual Income ______________________
All income levels
<$20,000
$20,001 - $30,000
$30,001 - $40,000
$40,001 - $50,000
….
>$100,000

Drop-down menu

All Ages

All income levels



You have specified this comparison group:

Employees of Helpful Corporation who are:
• Between ages 31 and 35
• At all levels of income

These employees have made the following choices:
• 67% are plan participants.
• Among plan participants, the average savings rate

is 6.2% of annual pay.
• Including the match, the average savings rate is

10.4% of annual pay.
• Among plan participants, the average account

balance is $17,453.
• Among plan participants, the average allocation is

70% equities, 26% bonds, and 4% money market.
Would you like to specify another comparison group?



Other categories that might be included in
the database (for very large companies)

• Gender
• Marital status
• Geographic region

We would make decisions about this on a company by
company basis.



Two subtleties:

• All “cell sizes” would be at least 100 employees large,
so no employee could learn anything about the specific
behavior of another employee.

• In plans with defaults, information would be given about
participants as well as the subset of participants who
had taken the trouble to opt-out of the default.



Anticipated Results
• More rapid enrollment in 401(k) plans
• Higher enrollment rates
• Better participant choices (fewer extremes)
• Higher average savings rates driven

partially by social comparison effects
• Employees who feel that they have access

to a great decision-making tool
• Decision-tool also makes pension benefits

more salient, particularly the match



Our contact information:

• beshears@fas.harvard.edu
• james.choi@yale.edu
• dlaibson@harvard.edu
• brigitte_madrian@harvard.edu
• Brigitte will be available for discussions in

Miami until the early afternoon Thursday.
• David will be available for discussions in

Miami until the early afternoon Friday.



P R E S E N T E D  B Y

Shlomo Benartzi
Co-Founder, BeFi
Associate Professor Co-chair of the
Behavioral Decision Making Group
The Anderson School at UCLA

Warren Cormier
Co-Founder, BeFi
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